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Welfare Analysis of Market Participation Decision
Hiroaki Ohno
This paper examines the demand for capital stock and social welfare by incorporating endoge-
nous idiosyncratic risks generated by rational hand-to-mouth consumption behavior in a sim-
ple two period economy. These risks induce precautionary savings and the over-accumulation
of capital stocks. This may have a desirable effect on economic growth and social welfare.
JEL Classification: D11; E21; E44; G11.
Key words: rational hand-to-mouth consumers; uninsured idiosyncratic risks; welfare analy-
sis.
